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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in current US$ Million and represent period 
averages. 
Exchange Rate: US$1.00=667.4 won Percent Change 


As of April 8, 1989 1986 1987 1988 1986 1987 1988 


INCOME, PRODUCTION, EMPLOYMENT 
GNP 102,726 128,439 169,154 
GNP at Constant (1985) Prices 104, 324 114,238 128,169 
Per Capita GNP ($) Deas 3,098 4,040 
Indices: 1985=100 
Industrial Production 120. 142. LOL. 
Avg. Labor Productivity LS 130. aoa 
Avg. Industrial Wage 109. a2. 148. 
“Labor Force (Thous.) 165226 16,873 1L7;305 
Avg. Unemployment Rate (%) a Ss Be 
Total Population (Thou. Mid-year) 41,184 41-575 41,975 


MONEY AND PRICES 
Money Supply (M2) 1/ 395207 50, 839 1i¢537 
Interest Rates (Comml. Banks) Bere PEs is 
Indices: 1985=100 

Wholesale Price 98. 99. 

Consumer Price, all cities 

GNP Deflator 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange 
Reserves (Official) 1/ 3,351 3,615 
External Debt 1/ 2/ 44,500 35,600 
Annual Debt Service 3/ 9,480 17,600 
Annual Debt Service Ratio (%) 3/ 22. 31. 
(excl. prepayments) (19. (25. 
Balance on Current Account 4,617 9,854 
Balance of Trade (FOB) 4,206 7,659 
Exports (FOB), Customs Basis 345725 47,281 
to U.S. 13,880 13,311 
Imports (CIF), Customs Basis 31,584 41,020 
From U.S. 6,545 8,758 
Average Exchange Rate (Won/US$) 881.4 S22: 
Period-End Exchange Rate (Won/US$) 861.4 792. 


Major imports from the U.S. in 1988 (in US$ Mil., CIF): Nonelectrical Machinery (1,961), 
Electronics & Electrical Products (1,726), Chemicals & Chemical related Products (1,317), 
Grains (788), Raw Hides & Skins (751), Pulp & Paper (625), Iron & Steel (476), Raw Cotton 
(488), Aircrafts (978), Wood (390), and Coal (204). 

Major Exports to the U.S. in 1988 (in US$ Mil., FOB): Electronics & Electrical Products 
(4,632), Textiles (3,085), Automobiles (3,136), Footwear (2,336), Nonelectrical Machinery 


(1,991), Iron & Steel (1,059), Toys (669), Luggage & Handbags (462), and Tires & Tubes 
(188). 


Footnotes: * Percentage changes calculated in won terms. 1/ Data are for end of period. 
2/ All external debt including debt of under one year maturity. 3/ Includes interest 


payments on debt of under one year maturity as a percentage of total exports of goods and 
services. 


Source: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of Finance. 





I. OVERVIEW AND OUTLOOK 


In 1988, the Korean economy turned in another impressive performance 
posting a third straight year of double-digit growth. Real GNP, on 
the strength of growing domestic demand and a solid showing by the 
export sector, increased 12.2 percent compared to gains of 12.8 
percent in 1987 and 12.9 percent in 1986. (The Bank of Korea, in 
accordance with UN recommendations, recently revised Korea's 1980-88 
national account data. In the revised constant price series, the 
base year for 1980-88 period will be 1985 rather than 1980. The 
base year for 1979 and previous years is still 1980.) The current 
account surplus grew again in 1988 reaching $14.3 billion. By 
year's end, Korea's net foreign debt (gross external debt minus 
Korean foreign assets) had fallen to $7.3 billion, a $15.1 billion 
decrease for the year. (The Won/dollar exchange rate used in this 
report is the 1988 average of Won 730.57 equals $1.00.) 


The Korean government reports that Korea's 1988 trade surplus with 
the United States fell to $8.6 billion (customs cleared basis), down 
ll percent from the $9.6 billion surplus recorded in 1987. Korean 
exports to the U.S. totaled $21.4 billion, a 17 percent increase 
over 1987, while Korean imports from the U.S. were $12.8 billion, a 
46 percent increase. The Korean government attributed won 
appreciation and programs aimed at shifting import sources away from 
Japan as key factors in reducing the trade surplus with the U.S. 
Korea's bilateral trade deficit with Japan decreased to $4.0 billion 
in 1988, down 23 percent from 1987. 


As Korea's external surpluses continued to grow, Korean monetary 
authorities again sought to offset the potentially inflationary 
impact of Korea's expanding money supply by issuing more monetary 
stabilization bonds (MSBs). In order to stimulate capital outflows, 
the government lifted restrictions on overseas travel and related 
currency restrictions and eased controls on Korean investment 
overseas. The Korean government also continued to implement tariff 
cuts aimed at reducing average tariff rates from 18.1 percent in 
1988 to 8 percent by 1993. Despite these measures, broad money 
(M@-2), by year's end (1988), increased 21.5 percent, and the 
nationwide inflation rate (CPI) doubled to 7.1 percent, the highest 
increase since 1982. 


In 1988, the Korean won (expressed in foreign currency) appreciated 
15.8 percent (30.4 percent since September 1985) against the U.S. 
Dollar, 19.0 percent against the British Pound, 28.5 percent against 
the Deutsche Mark, 17.3 percent against the Japanese Yen, 30.0 
percent against the French Franc, and 14.2 percent against the New 
Taiwan Dollar. 





Korean government economists predict a return to single digit real 
GNP growth in 1989 (8.5 percent). They attribute the anticipated 
"downturn" to a loss in export competitiveness (particularly labor 
intensive exports) resulting from won appreciation and wage 
increases and work stoppages due to labor unrest. The government 
projects the current account surplus will total $9.5 billion. 
Government economic planners predict rising domestic demand 
particularly in facility investment and public construction projects 
to contribute significantly to economic growth in 1989. The 
Economic Planning Board (EPB) has projected that Korea will become a 


creditor nation in late 1989 with net foreign assets totaling $3.0 
billion. 


II. POLITICAL SETTING 


Last year (1988) produced dramatic political changes in the Republic 
of Korea. After the first direct presidential election in sixteen 
years, President Roh Tae Woo was sworn into office inaugurating the 
Sixth Republic. In April, National Assembly elections produced 
another unprecedented change when the ruling Democratic Justice 
Party failed to gain a majority. In the period following the 
National Assembly elections, expanded freedoms of speech and 
association have increased the intensity of public debate on a 
variety of political, economic and social issues. The ongoing 
political changes has by no means been free of controversy. 
Nevertheless, the majority of Koreans appear determined to ensure 
that the democratization of Korean political life succeeds. 


III. KOREAN ECONOMIC TRENDS 


Macroeconomic Performances: Korea's real GNP, bolstered by 
increasing domestic demand and another strong performance by the 
export sector, grew 12.2 percent in 1988. A series of spring labor 
disputes held second quarter growth to 9 percent, but the economy's 
strong showing the rest of the year were more than enough to ensure 
a third straight year of double digit real GNP growth. 


According to the Bank of Korea (BOK), Korea's 1988 GNP at current 
prices increased 17.0 percent to Won 123 trillion. Nominal GNP in 
US dollars totaled $169.2 billion, a 31.7 percent increase over 
1987, while per capita GNP rose from $3,098 (revised) in 1987 to 
$4,040, a 30.4 percent increase. The Korean government estimated 
that GNP growth created 516,000 jobs in 1988, a 3.2 percent increase 
over 1987. Unemployment declined in 1988 to 2.5 percent, down from 
the 3.1 percent level recorded in 1987. 


The Korean government reported that the nationwide CPI rose 7.1 
percent in 1988 (3 percent in 1987). Wholesale prices rose 2.7 
percent in 1988 (0.5 percent in 1987). The consumer and wholesale 
price increases were the highest since 1982. The government 
attributed the CPI increase to higher prices for housing, food, and 





private services. Senior economic officials have stated that 
controlling inflation will be a top priority in 1989, and have 
announced that they will try to hold consumer and wholesale price 
increases to below 5 and 3 percent respectively in 1989. In an 
effort to curb inflation, the government has implemented measures to 
cool off the overheated urban real estate market and has reduced 
energy prices. Won appreciation in 1988 helped reduce the cost of 
Korea's raw material imports. 


Fiscal and Monetary Policy: In 1988, the Bank of Korea issued Won 
17 trillion ($23.3 billion) in monetary stabilization bonds (MSBs), 
including Won 9.8 trillion ($13.4 billion) in principal repayments 
on existing MSBs. The Won 7.2 trillion ($9.9 billion) net increase 
raised the total of MSBs outstanding at the end of 1988 to Won 15.4 
trillion ($21.0 billion), 31 percent of the total year-end money 
supply. Interest payments on the MSBs in 1988 totaled won 1.5 
trillion ($2.1 billion). In 1989, the Bank of Korea plans to sell 
MSBs at auction, consequently interest payments on the bonds are 
projected to increase to Won 2.7 trillion ($3.7 billion). Although 
the Korean monetary authorities aggressively intervened to absorb 
the excess liquidity resulting from Korea's growing external 
surpluses, broad money (M-2) grew 21.5 percent in 1988, the highest 
annual rise since 1982. 


The government has announced that it will try to keep average 
monthly increases in the money supply to between 15-18 percent in 


1989. (The average monthly increase in 1988 was 18.8 percent.) The 
government raised the reserve ratio requirement for banks in 
December 1988 from 7 to 10 percent. 


In 1988, general account revenue collections totaled Won 22.0 
trillion ($30.2 billion), a 23 percent increase over 1987. The 
figure also represented an increase of Won 4.6 trillion ($6.3 
billion) over the government's original 1988 budget estimate of Won 
17.5 trillion ($23.9 billion). The government attributed the 
increased revenues to the economy's unexpectedly strong performance 
and higher wages. General account budget expenditures totaled won 
18.7 trillion ($25.6 billion) in 1988 leaving a Won 3.3 trillion 
($4.5 billion) surplus (up 58.2 percent from 1987). 


Balance of Payments & Foreign Debt: The current account surplus 
grew again in 1988 reaching $14.3 billion, a 40 percent increase 
over 1987's $9.9 billion surplus. The Bank of Korea (BOK) 
attributed the increase to improvements in Korea's trade balance 
with Japan and other Asian countries, lower external debt 
repayments, and capital inflows induced by expectations of further 
won appreciation and relatively high real interest rates. The 
Korean government predicts Korea's 1989 current account surplus will 
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drop to $9.5 billion (4 percent of the GNP), because of lower export 
earnings resulting from the cumulative effects of won appreciation, 
wage increases and labor unrest. The Korean government estimates 
exports to the U.S. will increase 8 percent in 1989 to $23.0 billion 
(increased 16.9 percent and 31.9 percent in 1988 and 1987 
respectively). 


Large "prepayments" of foreign debt in 1987 and the Korean business 
community's expectations of further won appreciation contributed to 
a slowdown in foreign debt repayments in 1988. Nevertheless, 
Korea's outstanding external debt (gross) still fell $4.4 billion. 
Korea's foreign assets (primarily increases in central bank 
reserves) rose sharply in 1988, reaching $23.9 billion, an increase 
of $10.7 billion. Net foreign debt (gross debt minus Korean assets) 
declined in 1988, falling $15.1 billion to $7.3 billion. Korean 
economists estimate that by the end of 1989 outstanding foreign debt 
will total $28.5 billion (down from $31.2 billion at the end of 
1988). The Economic Planning Board predicts Korea will become a 
creditor nation in late 1989 with foreign assets outpacing gross 
external debt by $3.0 billion. The government reported Korea's 
overseas assets reached $23.9 billion at the end of 1988 and 
projects that they will total $31.5 billion at the close of 1989. 


Exchange Rates: In 1988, the Korean won (expressed in foreign 
currency) appreciated 15.8 percent (30.4 percent since September 
1985) against the U.S. Dollar, 19.0 percent against the British 
Pound, 28.5 percent against the West German Mark, 17.3 percent 
against the Japanese Yen, 30.0 percent against the French Franc, 6.1 
percent against the Canadian Dollar and 14.2 percent against the New 
Taiwan Dollar. The average 1988 won/dollar exchange rate was won 
730.57 per dollar, a 12.6 percent appreciation from the average 1987 
rate of 822.41. In response to industry complaints about the 
adverse effects won appreciation could have on Korea's export 
competitiveness, senior Korean economic officials have suggested the 
government will try to "minimize" won appreciation in 1989. 


Financial Sector: Korea's financial sector continued to have 
problems managing the country's large external surpluses, as once 
again BOK efforts to absorb excess liquidity created periodic 
artificial credit shortages in some sectors of the economy. 


Foreign banks had a profitable year in 1988, but the uncertainty 
Surrounding their future access to sources of local funding has 
impeded further market expansion. Korea's emergence as a surplus 
country has diminished the foreign banks traditional role as 
providers of foreign exchange, forcing them to find alternate means 
of securing access to local won funding. Korea's tightly regulated 
financial markets, however, has made it difficult for foreign banks 
to develop additional funding mechanisms. The Korean government 
implemented a "limited deregulation" of lending rates in late 1988 
and has suggested that further liberalization of the financial 
sector will occur this year. 





Foreign Investment: Approvals of foreign equity investments reached 
an all time high of $1,283 million in 1988, a 21 percent increase 
over 1987. As in previous years, approvals for Japanese investments 
led the way totaling $696 million (up 41 percent), followed by U.S. 
investors with $284 million (up 1l percent), and European sources, 
$240 million (up 14 percent). Investment approvals in the services 
sector doubled in 1988 to $561 million, as the Korean government 
approved two large Japanese hotel projects (totaling $344 million) 
just before a scheduled phase out of tax holidays for tourist 
facility investments. Investment approvals in the manufacturing 
sector, however, declined from $775 million in 1987 to $710 million 
in 1988. 


In 1988, the Korean government eliminated tax incentives (i.e. tax 
holidays and special depreciation allowances) for foreign invested 
firms which export over 50 percent of their production. (Tax 
incentives, however, remain in place for projects involving the 
production of advanced electronics, defense products, aircraft, 
chemicals, new materials, and biotechnology. Manufacturing 
investments in free export zones, in small industries and by 
expatriate Koreans still are eligible for tax holidays during the 
initial five years of operation.) In October 1988, the Korean 
government announced that foreign firms would be permitted to 
establish trading companies, but government guidelines reportedly 
would limit the amount of capital that could be brought in to 
$300,000. Korean government authorities have indicated that 
requests to establish trading companies (as well as capital 
requirements) will be examined on a case by case basis. The Korean 
government further liberalized the insurance sector by permitting 
U.S. companies to establish joint ventures with Korean firms or 
wholly owned subsidiaries in addition to the previous authorization 
of branch offices. The Korean government also implemented a partial 
liberalization of the advertising market and agreed to allow U.S. 
carriers to establish branch offices and to establish minority joint 
ventures with Korean maritime freight forwarding agencies. 


Merchandise Trade: Korea's merchandise trade surplus grew again in 
1988 reaching $8.9 billion ($6.3 billion surplus in 1987). Exports 
totaled $60.7 billion (up 28.4 percent over 1987); imports $51.8 
billion (up 26.3 percent). Last year also was the first time 
Korea's total annual trade exceeded $100 billion, making Korea the 
world's 10th largest trading nation. 


The Korean government reported that Korea's 1988 trade surplus with 
the U.S. totaled $8.6 billion, down from the $9.6 billion surplus 
recorded in 1987. Korean exports to the U.S. in 1988 rose to $21.4 
billion, a 17 percent increase over 1987. Korean imports from the 
U.S. rose dramatically in 1988 totaling $12.8 billion, up 46 percent 
over 1987. The Korean government attributed the increased imports 





from the U.S. to won appreciation and official programs aimed at 
shifting Korea's import dependence away from Japan. The percentage 
of total Korean exports destined for the U.S. market fell in 1988 to 
35.3 percent (down from 38.7 percent in 1987). At the same time, 
the U.S. share of total Korean imports rose to 24.6 percent (up from 
21.4 percent recorded in 1987). In 1988, Korea's bilateral trade 
deficit with Japan fell 25 percent to $3.9 billion. 


Agriculture: In 1988, United States agricultural exports (excluding 
forest and seafood products) to Korea totaled $2.3 billion, a 29 
percent increase over 1987. The increase was due largely to higher 
commodity prices; U.S. market share in 1988 remained at about 48 
percent. U.S. agricultural exports to Korea are mostly bulk raw 
materials used in manufacturing or as animal feed. U.S. exports of 
hides and skins, the single highest valued agricultural export item, 
rose 18 percent in value but import volume was actually below 1987 
levels. Cotton exports to Korea, on the other hand, were up 13 
percent by volume, 62 percent in value, totaling $492 million; wheat 
up 6 percent by volume, 31 percent in value to $309 million; and 
corn up 7 percent by volume and 30 percent in value to $471 

million. In 1988, U.S. exports of animal feed ingredients accounted 
for only 70 percent of Korea's total import requirements, 
considerably below historical averages. 


U.S. beef exports to Korea in 1988 totaled $22 million. Dwindling 
domestic supplies and growing demand caused domestic cattle prices 
to rise to record levels by year's end. The initial import quota 
for 1988 was exhausted by late November requiring the Korean 
authorities to raise import quotas. The market for high-valued 
and/or processed foods still is restricted and many of these 
products, although eligible for importation, face high tariffs and 
difficult phytosanitary requirements. Nevertheless, sales of 
grapefruits, lemons, and avocados are increasing rapidly as consumer 
familiarity grows. The recently liberalized wine market also offers 
good long-term potential due to tariff reductions and the 
elimination of quotas by 1990. 


Protection of Intellectual Property Rights: New laws, effective 
July 1, 1987, have helped alleviate unauthorized use of copyrights, 
patents, and trademarks, a serious problem for foreign firms 
operating in Korea. The laws underscore the Korean government's 
long-term commitment to provide adequate protection for intellectual 
property, but to date enforcement of these laws has not been fully 
effective. To address this problem, the Korean government has 
established an interministerial task force to devise methods for 
eliminating the production and sales (domestic and export) of 
counterfeit goods; to formulate measures to protect newly-def ined 
intellectual property such as satellite transmission and trade 
secrets; to launch a campaign to educate the Korean public on the 





importance of protection of intellectual property rights and to 
encourage the development of domestic trademarks. Nevertheless, 
foreign firms still are concerned that their copyrights, patents and 
trademarks will not be adequately protected in Korea. 


Textiles and Footwear: Korea's textile industry performed well in 
1988. Textile exports during the year totaled $11.9 billion, a 17.8 
percent increase over the same period in 1987. Textile exports to 
the U.S. totaled $3.1 billion in 1988, a 4.3 percent increase over 
1987. Korean textile exports to Japan in 1988 increased 44.5 
percent compared to 1987 totaling $2.9 billion. Korea's textile 


exports accounted for 19.6 percent of Korea's total 1988 export 
earnings. 


Korean textile manufacturers, concerned about diminishing export 
competitiveness (due to wage increases and won revaluation), 
expanded their overseas investments in 1987 and 1988. The Korean 
government approved 66 investment projects totaling $38.4 million 
from January 1, 1978 through the end of September 1988. Most of 
these investments are located in the Caribbean Basin region and 
Southeast Asia. 


Korea's footwear industry also enjoyed an excellent year in 1988. 
Korean footwear exports in 1988 totaled $3.8 billion, a 34.7 percent 
increase over 1987. Footwear accounted for 6.3 percent of Korea's 
total exports by value. 


Electronics: In 1988, Korea's electronics industry produced $23 
billion worth of goods (up 35 percent from 1987), to become the 
world's sixth largest manufacturer. The total value of parts and 
components (including semiconductors) production in 1988 totaled 
$9.7 billion, overtaking consumer electronics production ($9.2 
billion) for the first time. Manufacture of industrial electronics 
also grew significantly in 1988 totaling $4.6 billion (19 percent of 
total production). 


Korea exported $15 billion of electronics in products in 1988, up 40 
percent from 1987. Consumer products again accounted for the 
largest share of Korean electronics exports, totaling $6.3 billion. 
Exports of parts and components grew 57 percent in 1988 reaching 
nearly $6 billion (semiconductor exports alone accounted for $3 
billion). Industrial electronics exports totaled $3 billion up 38 
percent from 1987. 


Domestic sales of all electronics products grew 31 percent (in local 
currency terms) in 1988 totaling $9.2 billion. The Korean 
government has instituted selective tariffs and standards, in part, 
to encourage domestic production of parts that previously have been 
imported. Tariffs on consumer products range from 15 and 20 
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percent; tariffs on industrial electronics and components are from 5 
to 10 percent. In 1989, Korea's chaebols (large conglomerates) plan 
to invest over $3.5 billion in electronics production, concentrating 
on the development of the 4 megabit DRAM. Korean firms also intend 
to expand production in North America and other overseas locations. 


Shipbuilding: Korea's shipbuilding industry continued to face 
serious problems in 1988. New orders for the year totaled 3 million 
gross tons (GT) valued at $1.9 billion, decreases of 17.8 percent 
and 4.4 percent respectively. The decline was most pronounced in 
domestic sales which fell 38 percent from 1987 (export orders were 
about the same as 1987). Although new orders declined in 1988, 
Korean shipbuilders have sufficient back orders from 1986 and 1987 
(about 5.3 million GTs) to ensure full production through 1990. 
(Many of the shipyards will lose money on contracts signed prior to 
1988 because of rising costs. Between 1986 and 1989, the Koreans, 
together with other shipbuilders, increased construction prices by 
approximately eighty percent.) Korean shipbuilders expect to 
receive 3 million GTs in new orders in 1989. However, labor unrest, 
Japan's new low-interest export financing in support of Japanese 
shipbuilders, and the Korean government's unwillingness to provide 


financial assistance have Korean shipbuilders worried about future 
prospects. 


Construction: In 1988, new orders for domestic construction 
projects totaled $13.8 billion, up 8.8 percent from 1987. The 
public sector accounted for $6.4 billion (46.3 percent of total 
orders in 1988), but increased only 0.6 percent in 1988 due to the 
completion of Olympic construction and other major infrastructure 
projects. Private sector orders, on the other hand, increased 27.7 


percent to $7.4 billion, surpassing the public sector for the first 
time ever. 


Overseas construction orders in 1988 totaled $1.6 billion, a one 
percent increase over 1987. Orders from the Middle East increased 
slightly to $1.2 billion (0.8 percent over 1987) with Libya emerging 


as Korea's largest overseas construction market (followed by Saudi 
Arabia and Iraq). 


Industry analysts estimate domestic construction will grow by about 
19 percent in 1989 totaling won 10 trillion ($13.7 billion). 

Private sector demand is expected to increase 15 percent: the public 
sector 24.6 percent. Public sector projects scheduled for start-up 
in 1989 include housing projects totaling two million units, a west 
coast industrial complex, and further road development. 


Korean construction firms expect to receive more than $3 billion in 
overseas orders in 1989, as increasing oil prices rekindle 
infrastructure development in the Middle East. Korean companies 





- ll - 


also are looking to the U.S., Japan, the Soviet Union, and China, as 
potential markets. 


Automobiles: Industry analysts cited labor unrest as the key factor 
in the Korean automobile sector's "disappointing" performance in 
1988. Total production for the year totaled 1.08 million units, a 
10.6 percent increase over 1987, but much lower than the annual 
target of 1.39 million units. (In 1987, production increased 63 
percent over 1986.) Korean automakers claim that work stoppages 
last year caused the loss of $356 million in export sales. Korean 
auto exports in 1988 totaled 576,134 units (546,310 in 1987). The 
U.S. market accounted for 480,119 units, 83.3 percent of total 
exports. In December 1988, Hyundai announced plans to begin to 
produce 31,000 units of its upscale Sonata model in Canada in 1989. 
Domestic sales accounted for 523,476 units in 1988, up 24.6 percent 
over 1987. The volume of domestic sales (estimated to be 860,000 
units) is expected to surpass overseas sales (estimated to be 
680,000 units) for the first time in 1989. 


Korea's auto parts industry grew rapidly in 1988 as demand for 
automotive parts increased from $3.77 billion in 1987 to $4.25 
billion in 1988 ($4 billion produced locally). Auto parts imports 
totaled $610 million in 1988 (down from $700 million in 1987). Auto 
parts imports in 1988 were sourced mostly from Japan; US producers 
accounted for only 9 percent of total imports. In 1989, Korean auto 
and parts manufacturers plan to spend more than won 2 trillion won 


($2.8 billion) on facility expansion and research and development. 


Steel: In 1988, domestic crude steel production grew 14.9 percent 
to 19.3 million metric tons (M/T). Domestic demand during the year 
increased 8.5 percent from 15 million M/T to 16.3 million M/T due to 
the growing demands of Korean industry. Although some steel 
products were in short supply domestically in 1988, imports declined 
by 7.4 percent (from 4.8 million M/T in 1987 to 4.4 million M/T in 
1988). Korean steelmakers took advantage of higher international 
prices by increasing exports from 6.5 million M/T in‘1987 to 7.4 
million M/T in 1988 (a 13.3 percent increase). Exports to Japan 
accounted for 40 percent of total Korean steel exports. Exports to 
the U.S. made up 20 percent (27 percent in 1987) the result of 


import restrictions and the renewed price competitiveness of U.S. 
steel products. 


In 1989, domestic demand is expected to grow 15 percent. Korean 
steel exports are projected to increase only about 1.5 percent in 
1989 owing to the stronger won, extension of the voluntary restraint 
agreement (VRA) with the U.S., and the Korean government's decision 
to restrict exports of certain steel products required by the 
domestic market. Imports in 1989 are expected to total about 4.5 
million M/T the same as last year. 
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Tourism: Hosting the Summer Olympic Games helped make 1988 a boom 
year for Korea's tourist sector. During the year, 2.3 million 
tourists spent $3.3 billion, up 24.9 percent and 42.2 percent 
respectively over 1987. Per capita spending averaged $1,396 (a 13.8 
percent over 1987). Japanese visitors accounted for 48 percent 
(1,124,149) of the total; Americans 14.9 percent (347,281). 


In 1988, 725,176 Koreans traveled overseas, a 42 percent increase 
over 1987. The increase was due primarily to the government's 
decision to lift the minimum age restriction for Koreans to travel 
abroad. In 1989, more than 1.2 million Koreans are expected to go 
abroad, spending $2 billion. Foreigners visiting Korea are expected 
to total 2.5 million and spend $3.6 billion. 


IV. IMPLICATIONS FOR UNITED STATES BUSINESS 


The U.S. government has pressed and will continue to press the 
Korean government to implement measures that provide meaningful 
market access to U.S. exporters and investors. In 1988, the U.S. 
succeeded in resolving a number of difficult bilateral issues with 
the Korean government including: an agreement on cigarette imports; 
further opening of the insurance sector; improved access for U.S. 
motion pictures; cargo handling rights for U.S. air carriers; and 
legislation permitting U.S. shipping lines to establish agencies. 


President Roh and senior economic officials have stated that the 
continued success of the Korean economy is dependent on economic 
restructuring and liberalization. These sentiments were underscored 
in recommendations put forward by the Presidential Commission on 
Economic Restructuring, a blue ribbon group which drew its 


conclusions as well as its participation from a wide cross-section 
of Korean society. 


Although the Korean government has indicated that it intends to 
press forward with market opening, the U.S. government has not been 
satisfied with the pace and timing of the implementation process. 
During his visit to Korea in February, President Bush in discussions 
with Korean President Roh Tae Woo and in a speech to the National 
Assembly underscored the need for Korea to do more in the area of 
market opening. The implementation of the Omnibus Trade Act 


promises to further heighten public attention on bilateral trade and 
investment issues. 


U.S. Export Prospects: U.S. merchandise exports to Korea in 1988 
totaled $12.8 billion, a 46 percent increase over 1987. Although 
the improved price competitiveness of U.S. exports (resulting from 
won appreciation) contributed to the increase, the Korean 
government's strategy of diversifying imports away from Japan to 
other foreign suppliers (particularly the U.S.) and the use of 
special buying missions also were key factors. 
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Korea offers excellent opportunities for U.S. exporters, 
particularly as the government continues to encourage Korean firms 
to seek new supplier relationships with U.S. firms and to buy 
American whenever possible. There is a strong demand for U.S. 
industrial raw materials, heavy machinery, electronics, and 
high-technology scientific products. Korean manufacturers recognize 
that in order to upgrade the quality of their products and arrest 
rising production costs they must acquire more advanced production 
equipment. U.S. firms can compete very effectively in Korea for 
sales of products such as medical equipment and supplies, 
communications equipment, analytical and scientific instruments, 
electronic industry production and testing equipment, electronic 
components, food processing and packaging equipment, industrial 
controls, special machine tools, and special-purpose computers and 
peripherals. However, in view of Japan's close proximity, 
aggressive marketing and strong after-sales service are essential. 
Korea will continue to be a major market for U.S. agricultural 
commodities as well as industrial materials such as coal, chemicals, 
scrap metals, logs, and lumber. 


The Korean government will soon embark on a series of major 
infrastructure projects which may offer U.S. firms the opportunity 
to provide engineering services and to compete for equipment sales. 
These projects include: a new international airport near Seoul 
(1989-1991); a high-speed railway line between Seoul and Pusan 
(1991-1998); and an East-West high-speed electric railway line 
between Seoul and Kang-noong (1991-1996). The total cost of these 
three projects is estimated at $10 billion. In addition, 
large-scale expansion of the container handling facilities of the 
ports of Pusan and Kwangyang is scheduled to begin in the early to 
mid-1990s. Two major Korean business groups, Samsung and Hyundai, 
each have plans to build a naptha cracking center (1989-1990) at an 
estimated total cost of $1.0 billion. 


U.S. Investment/Licensing Agreements: The bulk of U.S. investment 
in Korea is concentrated in the transportation/equipment, 
electronics, and chemical sectors (See section III). Licensing and 
technical assistance agreements provide an alternate means of entry 
into the Korean market for U.S. exporters. The number of foreign 
licensing agreements signed in 1988, however, declined somewhat from 
1987. In 1988, Korean companies signed 618 technical licensing 
agreements with foreign firms, a 3.0 percent decrease from the 637 
agreements reached in 1987. U.S. companies accounted for 168 of the 
licensing agreements concluded in 1988 (down from the 180 agreements 
concluded in 1987), while Japanese firms signed 288 such agreements 
(down from the 307 agreements reached in 1987). 


At the end of 1988, total royalties paid by Korean firms on 
technical licensing agreements with foreign companies totaled $676.4 
million, a 29.2 percent increase over the $523.7 million recorded in 
1987. The largest share of the payments ($330 million) went to U.S. 
companies, while Japanese firms received $215 million. 
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